rhe eae a cimicaai : 


1403 Hart 


WES ae vwr es Sct ha, & 944, 11% 
° ; . e* 


Pe te 


os 3a indie te to 


way ialy 
eet f mires, Wve. 
Fa AL 
ry Paes 


ever DTT GS o- - 
oo wr? 


- 


Sor 


. ’ ’ { 4 

: , Parr 
le ee 
ory. a want, e ram 
+g8c'r, *.°- 

hash yoo ve pas 
a 
Pataye | cnet 


te 


bese 


Fr inn ONS ef Syiszs9 kk 


INSTITUTE 
THE UNIVERSITY 
OF ALBERTA 


SYMPOSIUM ON 


~ 
uJ 
oO 
cc 
2 
i=) 
” 
us 
cc 
a 
id 
cc 
ive) 
= 
= 
=z 
c 
Lj 
= 
- 
cc 
oO 
= 
Le 
o 
” 
=z 
oO 
- 
<= 
o 
4 
o 
= 


MANAGEMENT FOR HUMAN DEVELOPMENT.’’ 


A.D. Hunt 


Chairman: 


Irwin 
Mark M. de Weerd? 


A.R. Thompson 
D. Quirin 


A.B. 


Contributors: 


OCCASIONAL PUBLICATION NUMBER 5, 1968 


Acknowledgement is gratefully made to the Department of Indian Affairs and Northern 
Development for financial assistance towards the cost of publication 


PROCEEDINGS OF A SYMPOSIUM ON THE 


IMPLICATIONS OF NORTHERN 
MINERAL RESOURCES MANAGEMENT 
FOR HUMAN DEVELOPMENT 


Presented at the 


NINETEENTH ALASKAN SCIENCE CONFERENCE 
(Alaska Chapter, A.A.A.S.) 


WHITEHORSE, YUKON, CANADA 
August 28 — 30, 1968 


CHAIRMAN 
A. D. Hunt 


CONTRIBUTORS 
A. R. Thompson 
A.B. Irwin 
Mark M. De Weerdt 
D. Quirin 


BOREAL INSTITUTE 
THE UNIVERSITY OF ALBERTA 


OCCASIONAL PUBLICATION NUMBER 5 
19 68 


INTRODUCTION 


It is perhaps a truism to remark that the development of non-renewable 
resources in the northern part of North America holds a major key to the 
corollary development of human resources in that same part of the conti- 
nent.-Hitherto viewed as an economic wasteland, it is only in recent years 
that any serious consideration has been given to a comprehensive assess- 
ment of the order of mineral resources which lie buried beneath the isolated 
reaches of the boreal forest as well as in the vast tundra world which 
lies north of it. 


Clearly, the legal terms within which the development of non-renewable 
resources iS conceived by appropriate levels of government, the sequence 
of steps by which this development is carried out collaboratively by both 
government and industry, the respect for the rights and benefits accruing 
to the local population in the regions involved, and the sober economic 
evaluation upon which policy needs properly to be based, comprise the 
theme of the symposium which is contained in these pages. Each of the 
contributors is an authority in his particular aspect of the subject. 


The symposium also benefited from the able chairmanship of Mr. A.D. 
Hunt, Director of the Development Branch, Department of Indian Affairs 
and Northern Development, who as a senior civil servant, is much con- 
cerned with the implications for human development which any policy of 
mineral resource management necessarily contains. 


From a reading of these papers it is obvious that at least in northern 
Canada, we stand at a watershed in the decision-making process. It is still 
possible by careful, innovative steps, to evolve policies for mineral resource 
management which will redound to the benefit of all Canadians and 
particularly to the people of the North. These same policies should also 
reconcile the need to employ the most profitable methods of mining and 
transportation with the obligation to maintain essentially undamaged, the 
existing ecosystems of the North. The symposium also strikes a cogent 
note of warning. Unless the entrepreneurial need for profit is kept com- 
patible with the biological need for ecological balance, both government 
and industry will have failed posterity as trustees of future resource 
development. 


J. Jameson Bond, Chairman 
Human Resources Sessions 
Nineteenth Alaskan Science Conference. 


PETROLEUM LAND POLICIES — 
ALASKA AND NORTHERN CANADA* 


Dr. A.R. Thompson* 


Introduction 


My contribution to this panel will be comparisons between the Alaskan 
federal and state petroleum leasing legislation(!) and the Canada Oil and 
Gas Land Regulations(2) which govern the exploitation of petroleum re- 
sources in the federally-administered northern territories of Canada. These 
comparisons will relate to certain basic issues which underlie mineral de- 
velopment policy. 


The first basic issue underlying mineral development policy is simply the 
question “‘For what purposes are the minerals to be exploited?” While the 
question is simple, the answer is not, for the purposes can be many and 
complex. In an unplanned economy that responds to uncoordinated initia- 
tives by individuals and corporations, the purpose of mineral development 
is usually assumed in the system itself. Thus, the free enterprise system 
assumes that it is a valid and worthwhile purpose for individuals and cor- 
porations to employ their talents and their capital for the discovery and 
exploitation of minerals with a view to profit. Flowing from this assump- 
tion, it is taken for granted that laws must provide a framework which will 
facilitate such enterprise. Thereby, a primary purpose for mineral develop- 
ment laws is provided. But there are other interests to consider than those 
of the developers. There are the users of the minerals. Their interests find 
expression in such laws as price and product control. There are the interests 
of the owners of the mineral and there are the interests of the people in 
whose region the minerals are located, and whose daily lives are affected by 
the processes of exploration and development. Finally, there are the interests 
of future generations who may be affected as future developers, users or 
owners. 


For this panel discussion, the question of purposes to be served by mineral 
development laws can properly be limited to consideration of the interests 
of the developer, the owner and the local resident because our focus is the 
north, and these are the interests that are affected by northern conditions. 
The developer, as already noted, has the promotion of his interest clearly 
identified as a primary purpose of mineral development laws. In fact, until 
recent years, his interest has been the only one to be recognized. But the 
twentieth century has seen the emergence of strong political forces asserting 


*The Research for this paper was supported by a grant from the Institute of Law Research and 
Reform, Edmonton, Alberta. 
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what is called ‘“‘the public interest”’ in the development of natural resources. 
This ‘‘public interest” is the interest of the state as owner of the resource 
and of the people as those immediately affected by resource development. 
In new territories like Alaska and northern Canada, where resources remain 
largely undeveloped and in the condition in which nature bestowed them, 
the assertion of this “‘public interest” is the more clamourous because it is 
said there is so much more at stake. At stake is the opportunity, it is 
asserted, for scientifically planned resource development, beginning with a 
careful inventory of resources, leading to informed judgments as to their 
best use, and concluding with the formulation of just terms and fair laws 
for their exploitation and conservation. Such an opportunity for planned 
resource development is now being grasped in Alaska. If I may quote from 
Richard A. Cooley, State Land Policy in Alaska, Progress & Prospects(3), 


“In the selection, classification, and disposal of these lands [the 
public domain lands received on statehood], Alaska is under- 
taking a pioneering effort. No other state in the Union has had 
quite the same opportunity to conceive and carry out a rational 
land program, on such a gigantic scale. It is beginning with a rela- 
tively unspoiled environment. Its magnificent wildlife, wilderness 
and scenic resources are largely intact, and there has been no 
complicated pattern of land settlement and development. Finally, 
Alaska is beginning at a time when knowledge of the principles of 
land management and conservation is vastly greater than it was 
when the West was the last frontier.” 


The same opportunity now lies at hand for the Territories. 
Ownership of Natural Resources in Alaska 


For both Alaska and the Territories, natural resources.lie almost exclusively 
in the public domain. In 1958, the year the Alaska Statehood Act was passed, 
99.8% of lands in Alaska was owned by the United States federal govern- 
ment. Today over 99% of the lands in the Territories is owned by the 
Canadian federal government. Therefore, the interest of the owner of the 
petroleum lands, as a public interest, will demand expression in petroleum 
development laws alongside the interest of the developer. Whether or not 
this public interest as owner of the petroleum will coincide with the interest 
of the local inhabitants, our third category of interests, will depend on the 
pattern of this public ownership. 


In the history of the United States, the unappropriated lands in the new 
territories acquired west of the Mississippi remained in federal ownership 
even after new states were created out of these territories. In consequence, 
apart from the lands of the original thirteen states, and the four new states 
established within their boundaries, and Tennessee and Texas, which were 
special cases, public domain lands were and are federal lands. Today they 
are administered in the main by the Bureau of Land Management of the 


Department of the Interior of the United States government. These public 
domain lands would have passed entirely into private ownership under 
homestead entries, mineral locations and other forms of entry on the public 
lands, which entitled the entrant to a freehold patent, had it not been for 
the sweep of conservation sentiment which, in the early years of this 
century, resulted in the withdrawal from entry of the then remaining un- 
appropriated public lands. It was in this period that vast areas of land, 
particularly in Alaska, were permanently withdrawn from entry and appro- 
priated to the use of specific agencies of the United States federal govern- 
ment for specific purposes such as naval petroleum reserves or forestry 
reserves. It was at this time that the prolonged contest between the state 
governments and the federal government respecting ownership of the 
mineral resources was finally resolved by the enactment by Congress of the 
Mineral Leasing Act, 1920(4). This statute compromised the claims of con- 
servationists, who would have closed the public domain to all forms of 
private exploitation, and the claims of westerners, who saw in the rapid 
development of mineral resources the chief means of stimulating and sus- 
taining the economies of the western states, particularly those of the 
Rocky Mountain region. The compromise opened the minerals to the 
developer, but it ended the free patent system and substituted a leasing 
system which would continue the government as owner of the mineral with 
measures of control over the lease operations and a continuing financial 
interest in the form of rentals and royalties. It also confirmed that the 
federal government would remain the proprietor of the mineral resources, 
state claims being satisfied by statutory provisions which allocated the 
mineral revenues to the states in which the minerals were located. In effect, 
as to revenues, the federal government became trustee for the states, re- 
serving to itself only 10% of revenues as a management fee. 


But when the terms of statehood for Alaska were set, new policies prevailed 
respecting ownership of the public lands. 


These are the policies which Richard A. Cooley has said give Alaska an 
unprecedented opportunity for rational development of its land and mineral 
resources. For under statehood, instead of the public domain remaining 
exclusively under federal administration, it was provided that the state of 
Alaska should receive as a patrimony more than 100 million acres of the 
total land mass of Alaska of approximately 365 million acres. The signifi- 
cance of this patrimony only becomes clear when it is appreciated that the 
state has the right to select these lands over a period of twenty-five years, 
and therefore. through careful investigation, can choose those lands which 
will provide an inventory of the most productive lands of the Alaskan 
peninsula(5) In result, at statehood the Alaskan land picture would show 
more or less the following hypotetical breakdown should land selection 
be comnleted: 


Land Ownership in Alaska (hypothetical — based on Statehood Act) 


Ownership Area in Acres 
State of Alaska 104,350 ,000T 
Federal agencies 92,400,000 
Federal public domain 168,250 ,O0OTT 
Private ownership 500,000 
Total land mass 365,500,000Tt t t 


t Potential to be selected over 25 years from statehood 
tt assuming state selection is completed 


ttt excluding some 35,000,000 to 45,000,000 acres of Tidelands and 
submerged lands owned by the state and excluding the continental 
submerged lands beyond owned by the federal government 


But the hypothetical projection and the real situation that ensues are 
potentially of vast difference. Native land claims are of uncertain proportions 
until the courts or Congress determine native-rights(6). Meanwhile, these 
Claims and the excessively costly and time-consuming requirements of 
inventorying land as selection proceeds into the hinterlands of Alaska delay 
the acquiring of the state’s patrimony so that the twenty-five year selection 
period may expire with only part of the patrimony realized. In June, 1967, 
almost ten years after statehood, it could be reported that the federal 
public lands still comprised as much as 95% of Alaska’s total land area.(7) 


Therefore, the ownership pattern for natural resources in Alaska will con- 
tinue divided among the state government, the federal government, various 
federal agencies and private persons, with the state government, through its 
selection privilege, possessing the potential to dominate resource develop- 
ment. With respect to petroleum, prospective petroleum lands will receive 
high priority in the process of state selection, though the huge Naval 
Petroleum Reserve No. 4 in northern Alaska will remain out of reach. 
Already selection has brought the oil productive lands of the Kenai Peninsula 
into state ownership,(8) and recently the State took steps to acquire the 
Prudhoe Bay discovery area. But petroleum lands which were leased from 
the federal government under the Mineral Leasing Act, 1920 at the time of 
statehood will remain subject to the lease and to the terms of the Act not- 
withstanding selection by the state.(?) Because, in 1958 an estimated 38.6 
million acres of public lands were under oil and gas leases or applied for 
under the Mineral Leasing Act, 1920,(19) it is obvious that federal legisla- 
tion and administration will continue to be as important as state legislation 
and administration with respect to the petroleum lands of Alaska. The 
conclusion is that for the long term, as well as for the present, rational 
development of the petroleum lands in Alaska will require close cooperation 
between state and federal administrations. 
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The petroleum lands also attract further special benefits for the State of 
Alaska under the provisions of s. 35 of the Mineral Leasing Act, 1920. As 
previously noted, this Act recognizes that the federal government administers 
the public domain resources in the role of trustee for the states in which 
the resources are located. Thus, the Act provides that 374%2% of revenues 
from the leaseable minerals be paid over to the state, that 522% be appro- 
priated as part of the reclamation fund established under the federal 
Reclamation Act, 1902 for the benefit of the public domain states, and that 
only 10% be received by the federal government. The special provision for 
Alaska gives the state 90% of the revenues(!1!) (the Reclamation Act, 1902 
does not operate in the state). Therefore, in terms of petroleum, the State 
of Alaska is principal beneficiary of the federal public domain as well as of 
the state lands. Already revenues exceeding $100 million from state and 
federally-owned petroleum lands have carried Alaska through the economic 
difficulties of transition to statehood,(12) and the potential revenues from 
the new Arctic finds in Northern Alaska(13) give immediate promise of 
future economic stability. 


In summary, with respect to ownership, the state of Alaska is the recipient 
of substantially all the revenues to be derived from the petroleum resources, 
and is also the owner and administrator of a substantial portion of the 
petroleum lands. The federal Bureau of Land Management, as well as other 
federal agencies, will continue through ownership, to establish the policy 
for and administer the greater portion of the petroleum lands, though the 
revenues will be paid to the State, and this portion will decrease as 
state selection of petroleum lands proceeds. Offshore petroleum lands will 
be owned and administered by the state and federal governments according 
to the boundary determinations applying to the remainder of the United 
States and confirmed by the Submerged Lands Act, 1953,(14) which, by 
the Alaska Statehood Act,€!5) is made expressly applicable to Alaska. If an 
outsider may be permitted a critical observation, it is difficult to conceive 
a more complicated pattern of public ownership than that which prevails in 
Alaska today. Great wisdom and forbearance will be required on the part of 
public servants if a rational, comprehensive program of resource development 
is to proceed smoothly during the period of conflicting claims and responsi- 
bilities that lies ahead. 


Ownership of Natural Resources in the Territories 


My view that ownership of natural resources by the territorial governments 
in northern Canada in place of present federal ownership is a natural and 
necessary step in the evolution of these territories to full self-government as 
provinces of Canada is stated and documented in an article entitled Owner- 
ship of Natural Resources in the Northwest Territories.(16) Briefly, the 
main supporting reasons are first, that a basis of Canadian confederation is 
ownership of natural resources by the constituent provinces, and second, 
that the historical precedent for a new province created out of federally: 
administered territory is a transfer of natural resources from federal to pre- 
vincial ownership to place the new province on an equal footing with the 


established ones. Before the Carrothers’ Commission on the Development of 
Government in the Northwest Territories I advocated that the federal 
government should acknowledge that this change of ownership will occur 
when self-government is yielded to The Territories, and I argued that in the 
meantime the federal government should proclaim its role to be one of 
trusteeship of the proceeds of natural resources and should state the basis 
of an eventual accounting for this trusteeship when it comes to an end by 
the transfer of ownership to the Territories. Again, the historical precedent 
in the case of the prairie provinces of Canada supports the duty to account 
and points to the necessity of establishing a basis for accounting at the be- 
ginning of the trusteeship period. The Carrothers’ Commission does postu- 
late that self-government as a province of Canada is a right of those residing 
in the Territories when “commensurate with the dimensions of the social 
and economic problems” confronting them, and the Commission advocated 
steps towards self-government over a period of ten years, when a further 
review of the situation should take place. As to natural resources, the 
Commission reported: 


(d) Ownership of Natural Resources 

This report refers earlier to the question of transfer of subsurface 
rights from the federal crown to the territorial government. In 
our judgment it would be premature to make the transfer at this 
time. We recommend, however, that surface rights to land in and 
adjacent to settlements be appropriated. 


We also received submission that the federal government establish 
a system of accounting through which revenues derived by the 
federal government from the Northwest Territories in excess of 
expenditures would be transferred to the territorial government 
at the time it obtained control of subsurface rights. These sub- 
missions have been considered, but we consider that it would be 
premature to express an opinion on this question. 


Conclusions as to Ownership 


When the petroleum lands lie chiefly in the public domain, the public 
interest is bound to be increasingly asserted in petroleum development laws 
in this mid-twentieth century, often in conflict with the interest of the de- 
veloper. Finding the proper balance between these interests is a continuing 
task facing policy-makers and legislators if a healthy pace of development is 
to ensue. But another continuing task of equal importance is that of defining 
the public interest and of balancing and coordinating its often conflicting 
claims. This task is made more challenging by a federal system of govern- 
ment where political consensus finds expression through a complex system 
of legislatures, administrations and courts at different levels of government. 
The manifestations of this public interest in petroleum laws will in con- 
siderable measure derive from the pattern of public ownership of the pet- 
roleum lands,(17) particularly in a federal system where ownership and 
legislative competence go hand in hand. For the remainder of this paper it 
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is proposed to identify some similarities and contrasts in the treatment of 
the public interest to be found in the petroleum legislation of Alaska and of 
northern Canada, and to suggest how these similarities and contrasts reflect 
the different patterns of ownership prevailing in the two regions. The 
Alaskan state petroleum legislation is sufficiently alike to the federal 
Mineral Leasing Act, 1920,(18) that the latter may serve as the Alaskan 
model.(19) For northern Canada, one law only is applicable. It is con- 
tained in the federal Canada Oil and Gas Land Regulations.(29) The Public 
Interest as it Reflects Patterns of Public Ownership. 


The time limited for this paper permits the investigation of similarities and 
contrasts in the petroleum legislation of Alaska and of northern Canada only 
with reference to a few, obvious components of the public interest, and only 
in outline form. These will be the regional interests of the populace, the 
public interest in revenues from petroleum development, the public interest 
in sovereignty and national security, and the public interest in resource and 
economic planning. 


Regional Interests 


A prime interest of residents, after they have wrested a living from the land, 
is to participate in policy determination and legislation. This participation 
is limited when ownership of the petroleum lands lies at the federal level 
even if the local inhabitants enjoy broad political representation in the 
federal arena. It is almost absent when they do not. In the case of the 
Mineral Leasing Act, 1920, when strong representation of the western 
states and Alaska characterized the progress of the legislation through 
Congress, regional interests were recognized in many of the compromises 
that attended the passing of the Act. The most obvious example of the 
success of regional claims was s. 35 of the Act, giving 90% of the revenues 
of petroleum development to the public domain states, though this success 
is tempered when it is realized that their goal was complete ownership and 
management of the petroleum lands. Regional interest in a rapid rate of 
development of the petroleum lands, which was thought to depend on an 
open public domain accessible even to those without capital, was recognized 
in the provisions in s. 13 for non-competitive leasing and for minimal leasing 
fees and rentals. At the administration level, regional interests had long been 
recognized by the provision of local land offices where lease applications 
could be filed. Alaska had its first District Land Office established in Sitka 
in 1884. Thereafter offices were located in Juneau in 1902, in Nome and 
Fairbanks in 1907, and in Anchorage in 1923. 


In contrast, in northern Canada, local inhabitants have had no voice in the 
formulation of petroleum legislation. The Canada Oil and Gas Land Regula- 
tions is legislation only at the subordinate level, being promulgated by order- 
in-council made by the federal cabinet rather than by enactment as a bill in 
Parliament. Nor is provision made for regional hearings respecting the 
Regulations, and the administration of the Regulations is located entirely 
in Ottawa.(2!1) It is not surprising in these circumstances to find that the 


Regulations contain no provisions which could be identified as reflecting a 
regional interest. 


While regional interests were recognized in the Mineral Leasing Act, 1920, 
now that Alaska has gained its statehood and is facing its own special de- 
velopment problems, its interests are becoming isolated from those of the 
other public domain states, and it may find its regional political voice less 
availing. Already there are important respects in which Alaskans might de- 
sire to change the leasing system under the Mineral Leasing Act, 1920. The 
non-competitive lease, which was an objective sought and gained in the 
1920 Act by the representatives of the public domain states to maintain 
regional speculation in the petroleum lands wears less well with many 
Alaskans today who would prefer to see a fair market price reach the state 
treasury through competitive leasing.(22) 


Nor is the Alaskan amused, as an outsider might be, by an ad appearing in 
True, The Man’s Magazine, reading:(23 


U.S. Oil & Gas Lease Drawing 


PUBLIC POSTING 
By Government Regulation 


OPPORTUNITY TO WIN valuable (GIVE—AWAY) oil leases in 
United States Government public drawings monthly by USS. 
citizens. Winners awarded oil leases in prolific producing areas 
promptly salable for large profits. $10,400.00 — $8,000.00 — 
$7,800.00 — $7,000,000 — among recent winnings by our clients. 
For amazing information on how to share write: 


FEDERAL OIL LEASE SERVICE 
P.O. Box 867—T, Ft. Worth 1, Tex. 


While Congress seeks regional representations through public hearings held 
by the Public Land Law Revision Committee, and Alaskan viewpoints may 
succeed in gaining amendments to the Mineral Leasing Act, 1920 in confor- 
mity with regional interests, there is no doubt that state ownership of the 
petroleum lands and state legislation respecting them would provide a sys- 
tem more responsive to the regional interests than does the present federal 
ownership and legislation. In Canada, too, it is obvious that territorial 
ownership and legislation would serve regional interests in ways the present 
system does not. (24) 


Public Interest in Revenues 


At the regional level, the need is likely to be for immediate realization of 
maximum revenues. Indeed, when the region is newly-developing, the risk 
is that long term gains will be sacrificed for short term benefits. Such a 
fear has been expressed for Alaska during the period of transition to state- 


hood when revenue needs are high.(25) Certainly, residents in northern 
Canada press territorial claims to ownership of natural resources in terms of 
the need for a financial base for self-government. 


The system under the Mineral Leasing Act, 1920, whereby the petroleums 
lands are federally administered but the receipts are handed over to the pub- 
lic domain states, could scarcely be less well-designed to accomplish the 
raising of revenue. The responsibility for raising revenue without benefit to 
be derived therefrom is like the power to spend without responsibility to 
tax. Each, in theory at least, will lead to inefficiency and irresponsibility. 
Certainly, the revenue record of the Bureau of Land Management with 
respect to petroleum leasing on the continental shelf, where the proceeds go 
to the federal treasury, is impressive compared with its record on the pub- 
lic domain lands. Therefore, to the extent that the raising of revenue is an 
objective to be served by petroleum development laws, it is probably de- 
sirable that ownership, management and the beneficial receipt of revenues 
should go hand in hand. 


It may even be a valid generalization that the raising of revenue will better 
be served by a regional than by a federal administration. Under the federal 
systems prevailing in Canada and the United States, it is the regional govern- 
ments which, because of constitutional and practical restraints on their 
taxing powers, have the greater difficulty in raising adequate revenues to 
meet their responsibilities. Therefore, they are likely to be the more 
rapacious in extracting revenues from the petroleum lands. Federal authori- 
ties are more likely to feel the press of other policies than the raising of 
revenue. Foreign relations and national security may dictate a ‘“‘go-slow”’ 
policy in exploiting domestic petroleum lands. The federal policy-maker 
may conclude that if the royalty rate is so low as to leave excessive profits 
in the hands of the developer, these profits will nevertheless find their way 
into the federal treasury through application of the federal income tax. 
When the Dysart Commission held hearings to determine what compensa- 
tion the federal government should pay to the Province of Alberta when 
accounting as trustee of the mineral resources, the principal case the pro- 
vince sought to make was one of mal-administration by the federal 


peo i resulting in revenue receipts far less than should have been the 
case.( 


In summary, with respect to the public interest in the raising of revenue 
from the petroleum lands, it is probably a safe generalization that provincial 
or state ownership rather than federal ownership will be the more produc: 
tive, particularly in the short run. The revenue provisions of the Canada Oil 
and Gas Land Regulations(27) seem to bear out this generalization. The 
Regulations permit work expenditures by the developer to be credited on 
deposit fees and rentals,(25) rental is reduced by the amount paid as 
royalty,(29) and lower incentive royalties (5%) are applicable during the 
first three years of commercial exploitation.(39) A preferential right to 
lease the petroleum lands that would otherwise revert to the government 


out of a permit area(3!) has the effect of curtailing revenues that otherwise 
might be received from bonus bids. All these provisions tend to defer 
revenue in the short run. Their purpose is to stimulate exploration and de- 
velopment in the expectation that the long run will see the establishment of 
major oil-producing regions. This ability to defer revenue for long run gains 
is an advantage of federal proprietorship just as yielding to the temptation 
to exact excessive short run revenue can be a disadvantage of provincial or 
state ownership of the petroleum lands. 


Public Interest in Sovereignty and National Security 


Petroleum, as a strategic mineral, has defence implications. As a mineral 
that attracts international investment and commerce, it can pose problems 
of economic sovereignty. These interests are bound to play dominant roles 
in policy determination at the federal level of government, and they are 
bound to find expression in the petroleum development laws when these 
laws are made at the federal level. 


On a previous occasion I wrote about the legislative efforts of the federal 
governments in Canada and in the United States to exclude foreignors from 
petroleum exploration and development in the interests of national security 
and sovereignty.(32) I showed how the 1914—18 war led to restrictions on 
leasing in the Canadian petroleum regulations and in the Mineral Leasing 
Act, 1920. It was the naval requirements of that time which led to the crea- 
tion of the naval petroleum reserves in the United States, including the vast 
reserve no. 4 in Northern Alaska. 


Today, s. 1 of the Mineral Leasing Act, 1920 still restricts leasing to United 
States citizens, associations and corporations, and even the latter are ex- 
cluded if there are foreign shareholders and if the laws of the foreign 
country deny leasing privileges to United States citizens. 


In the last decade the federal government in Canada has experimented with 
devices to inject more Canadian content into the corporations which exploit 
Canadian mineral resources. The Diefenbaker government added provisions 
to the Canada Oil and Gas Land Regulations(33) which require a lessee of 
petroleum to be a Canadian citizen or a corporation, Canadian or foreign, 
with at least 50% of its shares beneficially owned by Canadians or with its 
shares listed on a recognized Canadian stock exchange and publicly traded. 
These provisions remain in effect, but, in my opinion, they have operated 
more as “palliatives to patriotism than as purposeful attempts to keep the 
oil resources as a private preserve for Canadian capital.’’(34) The initial legis- 
lative program of the Pearson regime, following the defeat of Diefenbaker’s 
Conservative party in the federal election in 1962, included a withholding 
tax differential in favour of corporations having 25% or more of equity 
capital beneficially owned by Canadians, but this provision, too, proved 
ineffective because evasion techniques were not difficult to devise The 
more recent federal attempts to induce Canadian content into resource de- 
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velopment companies have concentrated on the northern lands and have 
taken a more positive, and hopefully, a more successful, approach to the 
problem. In 1966, the Northern Mineral Exploration Assistance Regula- 
tions(35) were promulgated. These authorize the Minister to make a grant 
of money to an applicant of up to 40% of exploration costs if the applicant 
qualifies under regulations designed to ensure that only Canadians will 
benefit from the assistance. Just last year, the federal government entered 
into an agreement with a large group of Canadian corporations whereby the 
government will contribute 45% of the equity capital in a new corporation 
named Panarctic through which the consortium will undertake a 20-million 
dollar exploration and drilling program in the Arctic Islands.(36) 


In contrast, provincial legislation in Canada, taking the Alberta Mines and 
Minerals Act(37) as an example, does not concern itself with the nationality 
of the developer. Section 44 of the Act merely requires that the applicant 
for a lease, if a corporation, be registered to do business in Alberta. Such 
registration is a right if the applicant files the statutory information and 
pays the statutory fee, and therefore this requirement is in no sense dis- 
criminatory against foreign corporations. Rather than being discriminatory, 
provincial policy in Alberta has been, from the beginning of the post-war 
period, as it was before, to encourage foreign participation in the oil and 
gas industry.(38) I understand that Alaska policy, too, is to encourage 
participation by all comers. Indeed, there is likely to be competition be- 
tween Alaska and Alberta for Japanese investment in oil, coal and tar sands. 


In summary, with respect to the public interests in national security and 
sovereignty, federal ownership of the petroleum lands will lead to restrictive 
legislation respecting development whereas provincial or state legislation 
will not. In Canada, there is already a clear clash of interests between the 
federal and provincial interests with respect to the issue of sovereignty over 
petroleum resources, with provincial governments opposed to measures res- 
tricting foreign investment which would slow down the pace of develop- 
ment. In my opinion, the introduction of such measures has, in the past, 
complicated the petroleum development laws and their administration with- 
out gaining their objectives. It is to be hoped that the new approach of pro- 
viding stimulus to investment by Canadians will be more successful. 


Finally, in my opinion, the interests of national security and sovereignty 
can better be protected elsewhere than in the legislation governing disposi- 
tion of the petroleum lands. Why should the petroleum lands be singled out 
for restrictive provisions like those in s. 55 of the Canada Oil and Gas Land 
Regulations? 


Why should petroleum lands in Alaska be a means of navy influence today? 
I cannot imagine how modern strategic requirements dictate that vast, unde- 
veloped petroleum lands in Alaska should be held for naval purposes. In 
both examples, the objectives can better be gained by legislation more 
general in scope and more specifically directed to the purpose. If political 
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reasons indicate the indirect approach, then it should at least be appreciated 
that these indirect methods entail a cost in terms of less efficient petroleum 
laws and administration. 


The Public Interest in Resource and Economic Planning 


The federal policy-maker, with his concern for such matters as foreign trade, 
balance of payments, and regional parity in social and economic develop- 
ment, wishes to bring the total ambit of resource administration within his 
control. Only federal ownership, and the consequent power of disposition 
of the mineral lands, will enable such full control to be exercised. This argu- 
ment will be advanced by federalists as justifying retention by the federal 
government of ownership of natural resources in the Territories when they 
achieve provincial status. Whatever merit the argument may have, it does 
not take into account the basic organization of federal-provincial relations 
in Canada. These relations are premised on ownership of resources by the 
provinces. If the Territories are to enjoy equal status with other Canadian 
provinces, it might as well be argued that the mines of Quebec and the 
forests of British Columbia be turned over to federal authority as that 
resources in the Territories be retained in federal ownership. The Canadian 
constitution contemplates that the responsibilities of the federal govern- 
ment will be discharged through other avenues of authority than ownership 
of natural resources.(39) 


The merits of the argument should be weighed It is true that conservation 
sentiment at a national level in the United States brought an end to the 
spoilation of the public domain when the withdrawals by the federal govern- 
ment effectively closed the public lands to entry in the period around 1910 
It is also true that sentiment in favour of continuing the old system of free 
entry on the public lands was identified chiefly with regional interests in the 
public domain states. From this past the belief has become rooted in many 
people’s minds that federal control of natural resources means sound plan- 
ning and careful conservation whereas state control means unchecked specu- 
lation and exploitation. One sharing this belief should consider that history 
in Canada and the United States in fact balances complaints of wasteful 
exploitation fairly evenly between resources federally-administered and re- 
sources regionally-administered.(49) More significant are present day indica- 
tors belying any generalization that would place federal administration on a 
pedestal. The petroleum legislation and administration of the Province of 
Alberta is widely viewed as a model of sound policies and efficient manage- 
ment in the public interest. In Alaska it is the state rather than the federal 
legislation and administration that is changing the leasing practices to reduce 
speculation and to ensure a fairer return to the public, and critics lament 
that so much of the petroleum lands have already come under the federal 
legislation as to seriously hamper the wiser, sounder state program for de- 
velopment of the petroleum resources (4!) In Northern Canada, only time 
will tell if the liberal terms on which permits and leases are granted will be 
judged as wise incentives by the federal planners in the hope of inducing 
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rapid exploration and development, or as foolish give-aways in the eager- 
ness to exploit the Arctic oil for political and prestige purposes. The federal 
legislation does not, as provincial legislation does, include a public reserve 
and bonus bid system as a principal measure for providing revenue,(42) and 
the federal legislation does not, as provincial legislation does, permit a 
periodic revision of royalty rates under existing leases to ensure that the 
public interest continues to receive its fair share of production revenues.(43) 


But the purpose of this analysis is not to depict federal laws in a bad light. 
Rather, the presumption of mal-administration has so often been raised 
against regional authorities that a vigorous defence in their behalf is called 
for merely to enable the real issues between federal and regional administra- 
tion of resources to be weighed on their merits. 


Times have changed since the heyday of the West. When once the ethic was 
unrestrained capture of what wealth the land could yield, today the public 
sentiment is concern for the conservation of resources so that their exploita- 
tion will nevertheless leave an environment in which man can live with a 
sense of well-being and harmony. 


In countries so vast and with such regional disparities in geography and re- 
sources as Canada and the United States, it seems only natural that this 
sentiment should find its strongest expression at the regional level of 
government Certainly Alaskans are conscious of the need to take an environ- 
mental approach to resource development so that the wilderness of forest 
and stream around them will not yield to the wilderness of pollution and 
ghetto characteristic of other regions of the United States. 


Conclusions about Patterns of Ownership and the Public Interest 


While, for Alaska, the pattern of ownership of the public lands seems settled 
for years to come, for northern Canada it remains an issue of first impor- 
tance in the process towards self-government. The writer has previously 
presented the constitutional and historical case for the transfer of natural 
resources from federal to territorial ownership when the territories gain pro- 
vincial status.(44) The purpose of this paper has been to consider the case 
for territorial ownership on its merits To this end, the effect of patterns of 
ownership on vital public interests has been analyzed. It is submitted in con- 
clusion, that the case for regional ownership and administration of resources 
may be the stronger. 


The psychological need for self-government is constantly in demonstration 
today, whether it be condemned as tribalism in Nigeria or applauded as 
nationalism in Czechoslovakia. A regional ownership and administration of 
natural resources can best give expression to this need, and the regional 
voice can best ensure that regional interests are heeded in the processes of 
exploration and development of mineral resources. Past experience suggests 
that it is likely that regional administration will be more demanding in the 
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raising of revenues. Federal efforts to serve the public interest in national 
security and in economic sovereignty through petroleum legislation have 
usually failed in their objectives and impeded sound administration, and, in 
any event, federal authorities have means other than ownership of resources 
for serving these interests. As a case in point, the new federal assistance pro- 
gram to spur mineral exploration in the northern lands could proceed 
equally well whether or not the federal government owned the northern 
lands. Finally, sound resource planning in a total environmental sense is 
surely the aim of mineral development legislation, and this aim is more im- 
mediate to a regional administration. It is also less likely to be distorted by 
policy concerns which, however important in themselves, are peripheral to 
resource development policies. 


But whatever pattern of ownership emerges, it is inescapable that the spheres 
of responsibilities of federal and regional governments are so entwined that 
the closest cooperation is necessary to achieve sound policies and administra- 
tion. Richard A. Cooley, in his book, Alaska — A Challenge in Conservation, 
identifies the key to success. He says: 


“Man is forced to make difficult choices between incompatible 
resource uses on the basis of his scale of values and his ethical 
standards. In the making of decisions, conflict and controversy 
are inevitable. The key to success in land policy lies not in seeking 
absolutes but in maintaining a flexible system which — by a 
constant appraisal and reappraisal of the practical effect of land 
and resource policies upon the long-run welfare of all the people 
— unrelentingly seeks the elusive, shifting public interest.” 


In this pursuit, neither federal nor regional authorities have a monopoly on 
wisdom and truth, and both must work together. 
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MANAGEMENT POLICY FOR INDIAN OWNED MINERALS: 


POSSIBLE APPLICATION TO NORTHERN RESOURCES 
Dr. A.B. Irwin* 


Introduction 


In order to arrive at a suitable policy for the management and development 
of minerals in the Canadian North, I believe we should have some concept 
of who really owns the minerals and who should receive benefit from their 
development. Should the earliest people living in the North, the Indians and 
Eskimos, have first claim on the minerals, and should they receive special 
benefits from their development? 


Prevalent amongst the nomadic Indians and Eskimos on this continent be- 
fore the white man came was the concept that land and resources were to 
be shared by all. A person had a right only to those lands and resources 
which he was using at that particular time. He staked no claim to those he 
was not using. For example, a person had exclusive right to the land on which 
he pitched his tent. Once he struck his camp and moved elsewhere he for- 
feited his claim to the camp site. In the same sense he had a right to the 
wildlife resources in an area only so long as he hunted that area. 


In this age, lands and resources are put to many uses, but the same concept 
of right to these lands and resources should apply. However, where the 
Indians of the past lived and hunted together in families or bands and 
organized their activities on a family or band basis, today our societv de- 
mands that development activities be organized by territory, province or 
nation, and that the territory, province or nation benefit from the develop- 
ment activities within their areas of control. 


It is my belief that in the future, there will be a widespread recognition of 
the right of all people of the world to an equitable share of the resources of 
the world. People who by accident of birth were born in a part of the 
world with few resources will receive a share of the benefits from other 
parts of the world more richly endowed with resources. 


Today amongst the emerging countries, there is an acceptance of the prin- 
ciple of the sharing of mineral revenues between federal and provincial or 
state governments. In Nigeria the Federal Government receives rentals and 
royalties from the development of oil throughout the country. Part of this 
revenue is distributed to the Regional governments calculated according to 
a formula giving weight to two factors: (a) the regional origin of the 
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revenues; (b) the population of the regions. Although the production is 
derived from the East, Mid-West and West Regions, the North Regional 
Government which has no production receives a share of the Federal 
royalties on the basis of its population. 


The present rights of the indigenous people of Canada to lands and minerals 
is influenced by British policy during the 18th and 19th century. Britain 
recognized the aboriginal right of Indians to use all their lands for hunting, 
fishing, trapping and farming without interference. Where settlement and 
Other uses of the land by Europeans interfered with the free use of the land 
by Indians, the Imperial government, and later certain provinces (before 
Confederation) and the Canadian Government, made treaties with the 
Indian tribes. The treaties provided for the Indians to cede the lands to the 
Crown, but to retain exclusive use of certain lands known as reserves. These 
reserves normally included the right to minerals as well as surface. 


Indian treaties Nos. 8 and 11 which cover portions of the Northwest 
Territories and the Yukon Territory, provide for a land entitlement for the 
Indians. Indian reserves have not as yet been set aside in the territories to 
satisfy this entitlement. Other alternatives to setting up reserves are under 
consideration. 


Management Policy for Indian-owned Minerals 


Almost all the Indians resident in the Provinces have received lands for 
their use and receive benefits from any mineral development. The Indians 
are grouped into bands, 558 in all of Canada, and each band receives bene- 
fit only from the lands allotted to it in accordance with Indian treaties and 
other agreements. 


Minerals in an Indian reserve are beneficially owned by all members of the 
Indian Band. The individual Indian landowner receives only his share as a 
band member, of the benefit to the Band from any mineral development. 


Through the passing of a mineral “surrender” by the Band and the accep- 
tance by Governor in Council, Indian reserve lands are made available for 
leasing and development. The Indian Oil and Gas Regulations and the Indian 
Mining Regulations govern the manner in which leasing and development 
take place. 


The Minerals Section of Indian Affairs Branch is responsible for the manage- 
ment of mineral resources, including the formulation of policy. Policies are 
designed to bring maximum benefit to each band. Benefits to any Band of 
Indians from resource development are of three main types: 


(a) Revenues 


(b) Employment 
(c) Participation in management 
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In carrying out our trust responsibilities to an Indian Band, I wish to em- 
phasize that the prime purpose of our management is to bring these benefits 
to the Band. Other considerations are secondary. To achieve our purpose, 
some traditional mineral management policies were discarded in favour of 
those which brought greater benefit to the Band. Some policy changes that 
we pioneered as a Government agency were later adopted by other Govern- 
ment agencies: 


1. Inthe field of mining, the staking of claims was discontinued in favour 
of disposal by public tender or disposal by negotiated agreement. 
Where a number of parties are interested in taking up mining rights to 
the same area, the rights are posted for the highest offer. The offer 
may take the form of rate of royalty, value of assessment work, rate 
of rental, or cash bonus, but the form it takes is a known condition of 
the disposal and will be pre-determined in accordance with the wishes 
of the applicants and the needs of the Band. Disposal by tender or by 
negotiated agreement affords for the Band Council opportunities to 
consult with agents of a mining company and their professional ad- 
visers, and to make decisions on these matters. 


2. Both for oil and gas and for mining leases, the standard 21-year term 
has been reduced to ten years, with right to renew if production has 
been attained. A lease holder, who has not discovered mineral capable 
of production within ten years, should relinquish his lease, to permit 
another to take up the search. 


3. Indian Mining Regulations specifically provide for the grouping of 
Indian reserve lands with non-Indian lands for the development and 
production of minerals. Band Councils are required to approve of their 
participation in revenues and other benefits. This type of co-operative 
development is common to the oil industry under the term “unit 
operation” but is rare in the mining industry. 


4. Royalties on production from mines are calculated as a fixed percen- 
tage of the market value of the mine output. This provides for the 
Indians receiving a fair share of production even where the operation 
is marginal. 


Management Policy for Northern Mineral Resources 


I believe that policies which are wasteful of human effort and money, which 
no longer serve their original purpose, and which do not provide equitable 
benefits to those taking part in the development, should be discarded in 
favour of policies which suit present day operations. An example of a change 
in policy drawn from my own experience, may serve to illustrate what I mean. 


Prior to 1953, oil and gas rights in the Northwest Territories and Yukon 
Territory were acquired by staking. A one hundred square mile oil and gas 
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permit could be taken up by planting one stake and cutting one thousand 
feet of reference line six feet wide. This requirement was no doubt based 
upon practices of a by-gone era for acquiring mineral claims, when the 
country was virtually unmapped and priority of claim could be proven only 
through staking and recording of claims. This method of staking led to a 
dispute in 1951 between two oil companies who were engaged in staking 
the same ground at about the same time. As part of my duties as Supervisory 
Engineer I was required to investigate the staking in order that an equitable 
decision could be made on the claims of the two companies. The on-the- 
ground investigation was a physically exhausting experience and led to an 
inconclusive and arbitrary settlement. Following this experience, I con- 
ceived of staking oil and gas permits on the map instead of on-the-ground, 
and I submitted a proposal which later was accepted by the government. 


This grid map method of acquiring oil and gas rights is now in effect not 
only in the Territories but also in off-shore regions of the Pacific and 
Atlantic coasts and, with some refinements, in the northern unsurveyed 
parts of British Columbia. It has resulted in an orderly, efficient and fair 
method for oil companies to acquire oil and gas permits, and has eliminated 
the costs of staking and boundary surveys and the problems of priority in 
claim, inherent in the oil staking method. 


As I mentioned earlier, staking procedures for Indian mining lands have 
been discarded in favour of acquisition by public tender or by negotiated 
contract. This change in policy provides the Indian people with more 
revenue and more involvement in management decisions. It will also tend to 
provide more employment for the Indians. There has been some resistance 
to these changes both from industry and from government. Industry is used 
to the staking procedures and is reluctant to change. On the other hand, the 
government has been reluctant to approve of negotiated mining contracts 
because it could be criticized for favouring one company against another. 
However, the recognition that the Indians should have a greater share in 
managing their resources, has permitted contracts to be negotiated with the 
Band Council on the advice of government specialists. 


I believe that the established practice in the North of taking up mining 
rights by staking of claims will gradually be replaced by methods more in 
keeping with present day exploration and development practices. Those who 
are prepared to put the most time, effort and money into developing the 
resources, should be given first opportunity. Speculators and opportunists 
should be discouraged. 


The Canada Mining Regulations now provide for large areas in remote re- 
gions of the Northwest Territories to be taken up as prospecting permits, 
without staking on the ground. Each permit grants not only the exclusive 
right to prospect, but also the right to stake a specified number of claims 
each year within the permit area. 
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Administration of [Indian or Eskimo Benefits from Northern Minerals 


Earlier in this paper I mentioned that the entitlement of the Indians to 
lands in the Territories under Treaties 8 and 11 has not been satisfied and 
that consideration is being given to satisfying this entitlement. What provi- 
sion will be made is not a matter for speculation here. However, I have been 
asked to comment on special considerations for Indians and Eskimos in 
mineral development policies for the North. 


A few years ago an Official from the State of South Australia visited our 
Ottawa headquarters for advice in setting aside lands for the benefit of the 
Aboriginal people of that State. He asked me what provision should be 
made for minerals for the benefit of the natives. I suggested that revenues 
from developing the minerals from the native lands should benefit all 
natives of the State, and not just the group occupying or owning any 
particular parcel of land. This principle could apply to the Canadian North. 
If special lands are set aside for the benefit of Indians and Eskimos, then all 
the Natives of the Territories should have equal benefits from the develop- 
ment of the mineral resources of these lands. In the language of the oil 
men, the royalty interest in the minerals would be pooled or unitized. 


For such lands in the Territories, the basic policy for Indian mineral rights 
in the Provinces should apply, with adjustments to fit conditions of the 
Territories. Boundaries of the native mineral lands in the sedimentary areas 
should conform to the oil and gas permit grid system. Policy should provide 
the same type of benefit from mineral development in the form of revenues, 
employment and involvement in management. 


Involvement of the Indigenous People in Resource Development 


Whether or not special lands are set aside for the Indians and Eskimos of 
the Territories, provisions should be made for these people to receive bene- 
fits from the development of the mineral resources, such as employment in 
the petroleum and mining industries, and participation in the management 
of mineral resources, both in government and industry. 


In regard to employment, an anomalous situation exists in the North. The 
mining companies, which provide the lion’s share of employment, are 
plagued with labour shortage and a high turnover of labour. Yet there is a 
large pool of unused manpower amongst the Indian and Eskimo residents. 
A recent study by the Department of Indian affairs and Northern Develop- 
ment shows that only 4.5 percent of the people employed at operating 
mines in the Yukon and Northwest Territories are Indians or Eskimos. And 
yet these people comprise 43 percent of the population of the Territories 
It is likely that oil companies and government services related to mineral 
development also employ only a relatively small proportion of the native 
population 
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There are many reasons for this low rate of employment for the Indigenes 
On mineral development: (a) the lack of education, skills, or experience of 
the average Indigene; (b) difficulty of adapting to conditions of employment 
imposed by the ‘“‘white’”’ employer and the ‘“‘white’”’ labour union; (c) lack 
of suitable housing accommodation for Indian and Eskimo families; (d) lack 
of social acceptance of the Indigenes in the “‘white” community; (e) preju- 
dice of employers against Indigenes. 


The mineral industries and government together must accept the normal 
obligation to take special measures to accommodate the Indians and Eskimos 
in employment to overcome the present inequity. These measures include 
such provisions as: increased opportunities and incentives for education, 
both academic and vocational, on-the-job training subsidies, special leave 
for hunting and other seasonal occupations, special family housing assistance 
at the place of employment, guidance counselling to assist in adapting 
socially and economically to the new environment. 


Indigenous people should be given greater encouragement through incen- 
tives and special opportunities, to enter technical and business colleges and 
universities, in preparation for filling professional and administrative posi- 
tions in government and industry in the North. Eventually many young 
Indians and Eskimos will qualify along with the whites for positions of 
responsibility in developing the mineral resources of the Territories, and 
will take part in formulating policies which will provide optimum benefit 
for the people of Canada. 
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A RESIDENT’S VIEW OF MINERAL RESOURCES POLICY IN 
THE NORTHWEST TERRITORIES OF CANADA 


Mark M. de Weerdt* 


A Canadian, resident in northern Canada, has a double stake in mineral re- 
sources development here. With all other Canadians, he can hope to benefit 
from the contribution such development should make to the national eco- 
nomy. And as a northern resident, he can hope to participate immediately 
in improving standards of living in this part of the country. 


Should some measure of self-interest inhibit his attaining total objectivity 
about northern or national affairs, he can take comfort in the knowledge 
that self-interest motivates others, elsewhere, to at least a similar degree — 
not excluding those who pretend total objectivity.(1) Indeed, it is arguable 
that the prolonged vacuum of interest in the northern regions of Canada 
makes a measure of self-interest on the part of us who live here something 
not only to be expected, but encouraged. I will try to persuade you that 
northern interests merit encouragement and that northern views may merit 
attention. 


The northern resident is by personal experience aware how greatly ‘local 
enthusiasm” and “a sense of local responsibility” compensate for any lack 
in that rare commodity, total objectivity, in the planning and execution of 
development programmes.(2) Besides, there is an important sense in which 
we can claim to be less “‘provincial’’(3) in our outlook than often is the case 
to our south. 


By this I do not refer merely to our lack of provincial status within the con- 
stitutional framework of the Canadian Confederation. That lack of status only 
betokens the more important fact, and national recognition of the fact, 
that even though the Territories lie within the national boundaries(4) they 
are still too under-developed and under-populated to take a provincial role 
on a par with the other provinces in the national polity and economy. The 
Territories are at most the raw material for future provinces, at the present 
time, although they are made subject to law in many respects as if they 
were provinces already.(>) It is not so much the legal forms which I have in 
mind as the raw substance of our situation. 


The very size of the Territories sets us apart. Bigger than Ontario, Quebec 
and the Maritimes together,(6) or Texas and Alaska combined,(7) our hori- 
zons are polar, transcontinental and oceanic. Then the composition of our 


*Mark M de Weerdt, Q.C., M.A., LL B., is a senior member of the bar in the Northwest Territories 
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population sets us apart, for we are mostly of ancient asiatic origin,(8) 
familiar with survival confrontation, whether in the context of a harsh 
physical environment or in that of cultural impact with modernisation 
from “Outside.”’ The non-white, under-developed, have-not majority of the 
world’s peoples provide us, certainly the majority of us, with a clearer 
mirror image of our situation than does the urbanised, industrial, white- 
dominant, relatively affluent global minority.(9) 


Until quite recently, isolation from the south was an additional factor in 
setting us apart from provincial Canada. This isolation, from being almost 
total a few decades ago, is at last vanishing.(10) The degree of integration 
of the northern fact into the life of Canada is far from complete, but in- 
tegration has become the overall aim in the exercise of sovereignty over 
our northern reaches and their approaches. Cf all Canadians, we in the 
Territories are perhaps most directly aware of the magnitude of the res- 
ponsibilities of the federal arm of government under Confederation. Cer- 
tainly, in our daily contacts with government, the federal arm is pervasively 
present. The old isolation, when the north was a forgotten wasteland, is 
now no more. 


And we are by no means unaware of the importance of our presence in 
these vast regions, maintaining for Canada and in the interests of North 
America the basis for effective occupation(!!) — essential to the assured 
continuance of sovereignty(!2) — of the middle and high north in this 
quarter of the hemisphere. Nor are we without some awareness of the 
growing potential of the transportation use of our skies and waters ina 
rapidly contracting human universe,(13) and of the resort to our fresh air, 
water and empty space to relieve and eventually no doubt to replace the 
pathogenic sprawl of today’s metropolitan messes. The strategic importance 
of the area we inhabit, for the defence of the sub-continent, is furthermore 
not lost upon us.(14) 


We may be forgiven, if in the light of our awareness of all these circum- 
stances we should try to contribute to the formulation of national policies 
having reference to the northern Territories of Canada — including policies 
affecting the development and disposal of northern mineral resources.(15) 
Equally, I believe, we who live here are entitled to be brought into closer 
participation in the implementation of such policies than may have been the 
case in the past.(16) 


Properly understood, the interests of residents of the northern Territories 
need not be wholly subordinated to those of the majority who now inhabit 
the provinces any more than Canadian interests need be wholly subordt 
nated to those of the majority now inhabiting the North American conti- 
nent, notwithstanding the presumptive claims which an overwhelming popu- 
lation majority may seem to give. The contrary view, superficially attractive 
to the majority, has its obvious dangers for the maintenance of a freely 
independent national identity for Canada in the presence of her populous 
big brother to the south. 
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The provinces, for their part, will not long tolerate any suggestion that their 
interests should be subordinated to those of the Territories. Nor will they 
accept the presence of federal cuckoo birds in the form of the Territories 
in a favoured position in the provincial nest. Any attempt to operate a 
Super-province under federal auspices, in the name of Territorial govern- 
ment, is likely to create severe strains in federal-provincial relations, and is 
bound to fail if only because the federal government will not be able to act 
effectively and impartially as judge in its own Territorial cause. 


The maintenance of a satisfactory equilibrium between provincial, Terri- 
torial and federal interests, must clearly be a prime objective of mineral 
resources policy in reference to the northern Territories in Canada. 


From the standpoint of international trade relations, diplomatic influence 
and prestige, Canada will wish to show sensitivity to the interests of her 
own under-developed areas and will wish to enhance the credibility of her 
posture as an enlightened and trustworthy provider of economic and politi- 
cal aid and trade, free from the taint of colonial exploitation.(17) To this 
extent at least the interests of the Territories and of the Government of 
Canada in its federal aspect will be as one. And to this extent, certainly, 
there is much to be said for treating the Territories as far as circumstances 
will allow on a basis of parity with the provinces. 


The provinces hold and control that part of the mineral resources within 
their borders which have not passed into private hands from the public 
domain. The Territories do not. Territorial lands, with minor exceptions, 
are held and controlled by the Government of Canada in its federal, not 
Territorial, aspect. Development and disposition of the mineral resources of 
the Territories is governed by federal legislation administered by federal 
officials centred at Ottawa.(18) 


In terms of ownership and control of the mineral resources within the 
public domain, the Territories stand — from one point of view — at the 
absolute mercy of the federal authority, in complete contrast to the pro- 
vinces.(19) Without the population to generate public revenue from taxa- 
tion to any great extent, and without direct power over or direct revenue 
from disposal of the mineral resources in the public domain, the Territories 
must be greatly dependent upon federal wisdom, interest and willingness to 
face risk — and even, as seen through some federal eyes, upon federal 
generosity. To the extent that this view of federal ownership, control and 
responsibility prevails in reference to the people and the mineral resources 
here, the Territories may be regarded as a political dependency of less than 
colonial status — for the colonies, at least in British North America, had 
ownership and control of their natural resources. 


A larger view, more forward-looking and more in keeping with Canada’s 
commitments under the United Nations Charter,(29) holds that federal 


title over our resources here is subject to an implied cr constructive trust 
for the benefit of the inhabitants of the future provinces to be formed in 
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what are now the Territories.(2!) However, this trust — if it exists — has 
yet to be explicitly and specifically acknowledged in binding formal 
terms.(22) 


It must be obvious that federal trusteeship over the mineral resources of 
the northern Territories would bring the Territories closer to parity with 
the provinces than would absolute ownership of Territorial lands by the 
federal authority, untrammelled by any trust. And it must be equally ob- 
vious that the terms of such trusteeship could provide for the maintenance 
of a satisfactory equilibrium between provincial Territorial and federal in- 
terests, direct or indirect, in the mineral resources of the Territories. Among 
such terms would be the requirement of an annual accounting, to include 
an inventory of the trust property and adequate records of its management. 
Presumably this would involve little more than making public that which is 
done for internal purposes in any event. 


Formal declaration of the federal trust would furthermore tend to restore 
confidence in the federal authority on the part of the original holders of 
the lands of the Territories — the Indians and Eskimos. Recent judicial 
examinations of certain terms of Indian Treaty Number 11 have called 
the good faith of the federal authority into sharp question,(23) and some 
of the Indians who are most closely affected have come close to repudiating 
the Treaty altogether. The basis upon which the federal authority has pur- 
ported to act as if in disregard of its contractual and equitable obliga- 
tions(24) has been extremely legalistic, but in a political sense unrealistic. 
For example, nine years almost have passed since the report of the Royal 
Commission on the Unfulfilled Provisions of Treaties 8 and 11 was sub- 
mitted to the government and the recommendations made in that report 
have been almost completely ignored. Among those recommendations was 
the setting aside of a fraction of all royalties paid on northern mineral 
resource extraction, in trust, for the use and benefit of the Indians of the 
Mackenzie who were affected by the Treaty. 


Formal federal trusteeship could include renegotiation of the terms of 
Treaty Number 11, and the similar earlier Treaty Number 8, along the 
lines recommended by the Royal Commission. It could include similar 
provision for the Metis and Eskimo inhabitants of the Territories, without 
necessarily creating or maintaining artificial barriers of race, as at the pre- 
sent time.(25) It could provide an alternative basis to the present for the 
funding of at least some of the functions of the Territorial governments, 
removing the burden of total financial dependency upon the federal autho- 
rity from their shoulders. And it could pave the way for the early and 
successful transfer of resource ownership and management from federal 
to Territorial hands, in reference to mineral as well as other resources. 


A formal declaration of trusteeship would retain the control over mineral 


resources in federal hands on terms of clear and explicit trust. The respon- 
sibility of the federal government need not be diminished, but the nature 
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of that responsibility would be more clearly outlined. The authority of the 
federal government could remain paramount, but the exercise of that autho- 
rity would be directed to the accomplishment of more clearly understood 
goals. The Territorial interest would be explicitly recognised, as a first step 
towards its due protection during the period of advancement to province- 
hood. And the interest of the indigenous population, merging with the 
Territorial interest, could likewise receive due recognition and protection, 
not to mention some more meaningful expression than a token handout 
and some trinkets on treaty day. 


Such considerations were undoubtedly among those which persuaded the 
Territorial Council of the Northwest Territories to resolve unanimously in 
1967 that the federal government be asked to acknowledge formally the 
trust under which it holds and “owns” the mineral resources of these 
Territories, pending transfer to the future provinces which will in due 
course emerge from them.(26) This request was made, and has since been 
repeated, but has to date received no acknowledgment or answer from 
the federal minister responsible for the government of the Territories. 


The federal government’s obvious hesitancy to forthrightly dismiss the 
request of the Territorial Council suggests that there may yet be some 
reconsideration, in the high councils of the federal government, of the 
meaning to be attributed to the words of the Minister of Indian Affairs 
and Northern Development when he stated in a prepared statement re- 
leased at Yellowknife on January 18, 1967, that he accepted ‘‘without 
qualification — the continued sole responsibility of the federal government 
for northern resources,” suggesting that no trust conditions were to be 
implied on behalf of the Territories. 


The sole responsibility of the federal government for northern resources 
is, of course, not incompatible with trusteeship in reference to those re- 
sources for the benefit of the Territories. But such trusteeship may be 
thought to be incompatible with the information contained later in that 
same statement namely that “These resources are held by the Government 
of Canada for all the people of Canada.” His basis for this comment was 
that Canadians as a whole will contribute more generously in terms of 
taxation and investment towards northern resource development if the 
federal authority continues to hold the resources of the Territories, than 
might otherwise be the case. But no one has doubts about that. 


A moment’s reflection, however, will show that a declaration of trust by 
the federal government in reference to the resources of the Territories, 
whether for the benefit of the Territories as a part of Canada accessible to 
all Canadians who care to venture or live there, just like in the provinces, 
or for all Canadians wherever they might be, need not alter sole federal 
responsibility nor nominal ownership nor actual federal control. Under a 
federal trusteeship, investors and taxpayers need not lose a moment’s sleep 
over their investments in northern Territorial resources and they could 
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take comfort in appreciating that government revenue from disposal of 
those resources would directly reduce the amount of federal tax revenue 
that would have to be paid over to the Territorial government by the 
federal tax collector. For such trusteeship ought to make apparent to all 
the extent to which resource revenues from the Territories could contribute 
towards Territorial self-sufficiency, and so should provide a keen incentive 
to both the federal and the Territorial authorities to continue and extend 
policies contributing towards Territorial resource development 


Far from inhibiting northern resource development, in other words, a pro- 
perly worked-out federal mineral resource trusteeship should assist in its 
encouragement. 


In a general sense, all the provinces now hold and dispose of the resources 
in their respective public domains ‘‘for all Canadians.” They also do so ina 
special sense on behalf of the residents of the province in which the re- 
sources are located, namely by collecting revenue from resource disposal 
which they apply directly to purely provincial purposes. A resource-rich 
province need not look to sources of revenue such as the sales and property 
tax to the same extent as one that is poor in natural resources. A resource- 
rich province may take satisfaction in contributing to the national economy 
through its natural resource development, at the same time providing a 
relatively tax-free local atmosphere and local incentives to economic and 
social development. Is there any reason to treat a resource-rich Territory 
differently? 


If the answer to that question is to be found partly in the psychology of 
self-interest and in appropriate incentives to social and economic develop- 
ment based on such interest, it must be seen as only too obvious that the 
national and Territorial interests coincide for the Territories in precisely 
the same way as the national and provincial interests coincide for the 
provinces. 


Trusteeship over Territorial resources need not discourage the grant of a 
federal subsidy to encourage northern mineral resource exploration, road 
development assistance and so on. Indeed, such trusteeship might provide 
the key to persuading the federal authority that the special constitutional 
position of the Territories, more so than their vanishing remoteness and 
economic depression, justifies special individual income tax relief to all 
residents of the Territories rather than, as at present, special subsidies to a 
favoured class of federal civil servants — at one stroke removing a long- 
standing deeply resented inequity, and making good for all northern resi- 
dents a form of incentive now recognised as necessary only for civil ser- 
vants, most of whom are at best temporary residents of the Territories. 
When the need for the trusteeship were ultimately to disappear, and the 
provinces of the north were to emerge from today’s Territories on the 
basis: of sufficient economic and political development, and above all on 
the basis of a sufficiently expanded population, then the Territorial resi- 
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dent’s special individual income tax relief could be dispensed with along 
with the special resource trusteeship, which would give way to an outright 
transfer of the control and “ownership” of the mineral resources to the 
new provinces. 


Si. 
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THE POLITICAL ECONOMY OF 


NORTHERN MINERAL RESOURCE OWNERSHIP 


Dr. G. David Quirin* 


1. The Basic Issues 


In looking at the question of mineral resource ownership in the North, I 
have attempted to answer two questions which seem to me to follow from 
the very fact of the existence of exploitable resources in the North:— 


(i) At what rate and under what conditions should these resources be 
exploited? 


(ii) Under what kind of an environment, as regards the ownership of these 
resources, are these conditions most likely to be realized? 


The first of these questions is almost purely economic in content. The 
second is in the broader tradition of political economy in that it calls for 
certain judgements about the relationship between political institutions and 
the functioning of the economy. While I am not unmindful of the existence 
of historical precedents and certain principles which are embodied in the 
present constitutional division of powers between the Federal Government 
and the provinces, I have chosen to leave these in the background until the 
basic questions have been answered. To the extent that the answers are not 
in conflict with historic-legal constraints, no problem arises. To the extent 
that they are, I refuse to regard the constraints as binding for all time and 
feel that consideration should be given to changing them. 


2. The Rate and Conditions of Exploitation 


Any determination of the rate at which exploitation should take place is 
dependent on a consideration of the objectives which it is sought to serve. 
The only objective which seems to me to be at all defensible is to maximize 
the economic welfare or total income of the society in which the resources 
are being exploited. This is not, however, the only objective which has been 
explicitly or implicitly proposed. I would like to examine, briefly, some of 
the alternative objectives and indicate the reasons why I reject them. 


The view that natural resources are a part of the public domain and are to 
be regarded primarily as a source of government revenues seems to me to be 
implicit in our constitution and in the legislation establishing the Prairie 
Provinces.(!) 


SS 
*Dr. Quirin is Professor of Economics and Finance, School of Business, University of Toronto, 
Toronto, Ontario. 
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The maximization of government resource revenues, however, is an inappro- 
priate objective insofar as it conflicts with the maximization of the total 
income of the community. There are alternative sources of revenue, after 
all, and, to take a simple example, if total income were reduced by $1,000 to 
raise $500 in resource revenue, there would be a net gain to the community 
if total income were maximized and the needed revenue raised by an alter- 
native means of taxation. 


Nor are maximization of the size of, or level of employment in, the resource 
industry itself, particularly desirable objectives. These may be gained at 
the expense of potentially greater income or more productive employment 
in other industries, elsewhere in the economy. There are similar objections 
to policies aimed at maximizing the rate of regional growth or the level of 
regional income, since these may be at the expense of greater growth else- 
where in the economy. 


The conditions under which maximum total income is obtained have been 
intensively studied by economists and may be summarized in the following 
rule: 


Each resource using activity should be expanded to the point 
where the benefits derived from the last unit of output, appro- 
priately measured, are just equal to the costs of producing the 
last unit, and only those activities should be undertaken in which 
the total benefits derived, from carrying out the activity at the 
rate thus determined, exceed the total costs of deriving them.(2) 


To apply this rule, it is necessary to define and measure benefits and costs. 
The basic benefit derived from any commodity-producing activity is the 
value of the commodity produced. It may be consumed within the com- 
munity, in which case its value is a measure of what people are willing to 
pay for it, or it may be exported, in which case its market value is a measure 
of the commodities that can be obtained in exchange for it, and thus made 
available to consumers within the community. In addition to this basic 
benefit, there may be indirect benefits created over and above the im- 
mediate market value of the output. For example, certain types of crops 
may enhance the fertility of the soil. Mineral exploration may lead not only 
to immediate discoveries but may enlarge the fund of geological knowledge 
and make future exploration easier or more productive. To the extent that 
indirect benefits merely involve additions to the future output stream, they 
can be handled easily enough by consideration of the entire output stream, 
which is necessary in any event. However, the indirect benefits may involve 
enhanced production not of the commodity under consideration, but of 
other commodities, which may make the calculation more complex. Mineral 
production from the Arctic Islands may, for example, by contributing to 
the effective occupation of this territory; produce an indirect benefit in 
the form of enhanced national security, which is exceedingly difficult to 
measure or to attribute to a particular industry. 
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Much of what has been said about benefits can be repeated, with appro- 
priate changes in sign, with respect to costs. The basic costs of any activity 
are the opportunity costs of the resources employed in it, i.e. what they 
could earn in the best alternative use. Here again we must consider indirect 
costs which involve a reduction in future output as a result of present acti- 
vity, the most obvious example being the inevitable sacrifice of future out- 
put from non-renewable resources which results from their present use. 
This ‘‘mining” situation also has its analogue in certain types of exploitation 
of theoretically renewable resources. Again, costs may involve sacrifice of 
future production of other commodities and it is essential that a full ac- 
counting be made. 


While our rule is easily stated, its application is, in many cases, highly com- 
plex. It is necessary to identify and measure present and future benefits and 
costs, indirect as well as direct and to make an appropriate comparison of 
their present values.(3) In some industries, all of the benefits accrue to 
individual firms as sales revenues and all costs are incurred by the same 
firms. In such situations, the firm’s self-interest may be relied upon to pro- 
duce fairly close adherence to the rule. In other cases, some of the benefits 
may accrue to individuals other than those making the basic decisions, or 
some of the costs may be imposed on them, and self-interest will not suffice 
to ensure adherence to the rule. Where such “external’’ economies and 
diseconomies exist, there is usually a case for intervention by some agency 
larger than the firm, probably a government. 


The basic case for intervention, then, rests on the existence of external 
effects. However, particular benefits and costs may be external not only to 
the firm, but to a particular level of government as well; they may not 
affect its constituents. Our experience indicates that when they do not, the 
particular government, concerned with the collective self-interest of its con- 
stituents, is no more likely to follow the rule than the most grasping cor- 
porate caricature. If evidence is needed to support the conclusion that the 
mere imposition of government regulation or its most drastic form, public 
ownership, is not sufficient to ensure beatific behaviour, it can perhaps be 
sought in our experience with pollution. As communities grow, private 
(household) sewage disposal becomes intolerable because of the external 
costs, of one form and another imposed on neighbours. At this stage some 
sort of a municipal sewage system comes into existence. With small, widely 
separated communities, neither the volume of sewage nor its proximity to 
neighbours is such that any serious external costs are imposed. At this stage, 
municipal ownership and operation of sewage disposal activities affords a 
tolerable solution. As communities grow, however, and their effluence 
spreads more widely, substantial external costs are imposed. I suggest that 
the experience with pollution in the more densely settled parts of this con- 
tinent, where municipal sewage systems are leaders in water pollution, is 
indicative of a need to make the effective decision-making unit, public or 
private, embrace the set of individuals whose interests are affected. This is a 
necessary condition, but hardly sufficient, since there is still the problem of 
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reconciling, within that unit, the conflicting interests of those who get the 
benefits and those who must bear the costs. 


It is because of this problem of reconciliation that it is equally necessary 
that the decision-making unit be no larger than is necessary to include the 
affected individuals, or approximately so. Most externalities could be a- 
voided by putting all regulation in federal hands, but this is not particularly 
desirable either. Governments are multiple-function institutions, and in the 
absence of direct democracy, voters are forced to make choices in terms of 
complete programs rather than specific activities. Where the affected indi- 
viduals are substantially submerged in a mass of disinterested or uninterested 
voters, programs containing completely inappropriate levels of particular 
activities may be adopted because of the appeal of other parts of the pro- 
gram to the part of the electorate which is not involved. If the activity is 
of interest to a major segment of the electorate, on the other hand, decisions 
respecting it are more likely to be politically critical and to be given the at- 
tention that they deserve. 


It is clear from the above that the question of appropriate jurisdiction is 
not something that can be settled once and for all and enshrined in a rigid 
constitution. Matters that are of purely local relevance in one period be- 
come matters of regional or national relevance as population distribution 
and technology change. The problem posed by pollution has been already 
noted. The externalities associated with certain types of higher educational 
institutions may spread far beyond provincial boundaries to the extent that 
purely provincial jurisdiction is no longer appropriate. Similarly, matters 
that were once of grave national concern may, because of changing techno- 
logy or population requirements, cease to be so and become appropriate 
objects of provincial solicitude. Whether certain canals, harbours and air- 
ports at present firmly in federal hands do not fall into this category is not 
clear, 


With these principles in mind, it is clear that the answer to our questions 
requires an analysis of the benefits and costs related to the development of 
northern resources, and of the incidence of such benefits and costs. 


3. Benefits and Costs of Mining Operations 


I have attempted to estimate the benefits and costs of mineral exploration 
and development in the North on the basis of what has been achieved to 
date; I have assumed in effect that all exploration ceased and the industry 
went ahead with the exploitation of known ore bodies. This is equivalent 
to asking what will the industry and government ultimately get out of what 
they have done to date, and gives us a measure of the productivity of the 
present investment. The only departure from this measure is the imputation 
of avalue for the geological information which has been obtained, which, of 
course, is dependent on there being further exploration in the future. The 
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measures are fairly crude, as the statistics are not available for all items in 
the form desired. Nevertheless, it seems important to make the attempt, if 
only to determine whether the whole effort is worthwhile. 


The principal direct benefit resulting from the existence of any industry is 
the value of output produced. Total mineral output from the discovery of 
gold in the Yukon to the end of 1966 was just under $1.0 billion. This 
figure, however, reflects the value of metal contained in ores on world mar- 
kets, with no deduction for smelting or transportation costs. While precious 
metals have been refined locally, uranium and the bulk of the lead and zinc 
have been exported from the region as ores or concentrates and refined 
elsewhere. Rather than include smelting and transportation costs in both 
benefits and costs, a downward adjustment to $700 million has been made 
to the value of mine output, to give a value F.O.B. local mine or refinery. 


This benefit has been split between the industry and the government, the 
latter taking its share principally through income tax. Precise figures on the 
income tax receipts from the mining industry in the North are lacking. 
However, it is known that a large part of the output was recovered around 
the turn of the century, before there was any income tax at all, and that 
only a small portion reflects output from mines which were in a taxable 
position in the period during which income tax rates were at a significant 
level. I have estimated total government revenues, to date, from mining 
operations, at some $15 million. 


The greater part, however, of the benefits to be earned from mining opera- 
tions consists of the value of minerals yet to be produced from existing, 
known mines. The estimated value of this output is $1.7 billion (Appendix 
I). The government’s share will also be much larger, an estimated $205 
million. (Appendix V) (All of the benefit and cost figures cited are undis- 
counted and make no allowance for the cost of the capital tied up, which 
should reflect itself in benefit-cost ratios in excess of 1.0). 


The most tangible of the indirect benefits, noted earlier, is the geological 
knowledge gained through exploration. There is little information on 
which to base an estimate of its value, or even of its cost in the case of 
metals However, there is evidence that the petroleum industry has spent 
some $150 million on exploration which has so far yielded little besides 
geological information. Since such exploration is still being pursued, at an 
accelerating rate, we must conclude that the companies regard the informa- 
tion gained as being worth the amount thus expended. A somewhat lower 
figure, $100 million, has been assigned as the value of geological information 
gained by mining companies. 


No account has been taken of the more intangible benefits accruing to the 
community at large because of the effective occupation of the territories 
involved. 
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The total benefits are summarized in the first part of Table 1. These will 
ultimately amount to some $2.5 billion, of which $2,280 million will accrue 
to the mining companies and some $220 million to the Crown. 


At what costs have these benefits been obtained? Data on total exploration 
and development expenditures is sketchy, but based on the development 
cost of recently discovered properties and on what little is known about 
prospecting expenditures, an estimate of $200 million for total exploration 
and development costs to date, incurred by the companies, appears rea- 
sonable. Not all the properties found have been fully developed; an esti- 
mated investment of $140 million will be necessary to fully develop them 
(Appendix III). Nor are more accurate figures to be obtained regarding 
Operating expenses. Historical operating expenses are estimated at $590 
million, future expenses at $545 million (Appendices IV and II respectively). 
This accounts for the portion of costs borne by the mining industry. A sub- 
stantial part of the total costs associated with the building up of the mineral 
industry in the North has been borne, however, not by the mining industry 
but by the government. 


In a sense it would be reasonable to consider all government expenditures 
in the North, except those concerned with the welfare of native peoples 
and those undertaken for defense purposes, as being justified primarily as 
infrastructure investment in support of the mineral industry. While tourism, 
forestry and agriculture are emerging as additional resource industries, they 
would not, of themselves,. have justified any substantial investment of social 
capital in the area. Thus at least a part of school costs, of hospital costs, 
and- part of all other public expenditures in the North could be taken as 
justified largely on the strength of anticipated mineral development. How- 
ever, I have not been so inclusive, and have tried to consider only expendi- 
tures on transportation facilities and utility services related more directly 
to mineral development as a cost to be set off against the benefits of mineral 
development. The bulk of road expenditures must certainly be so justified. 
These are estimated at $92 million (Appendix VI) and have been divided 
evenly between metal and petroleum. The railway to Pine Point cost some 
$80 million, of which half is to be recovered out of freight charges against 
ore shipments and is, therefore, accounted for in the deduction already 
made for transportation charges; the balance must be charged, in our view, 
as general infrastructure investment in support of the mineral industries. 
Only a portion, perhaps $10 million, of the total expenditure on airports, 
airstrips and navigational facilities should be levied against mining; the bulk 
has undoubtedly been undertaken in support of national defense. Construc- 
tion of power plants and other public utilities has perhaps accounted for 
another $30 million. Nor has the required investment in infrastructure to 
support the development of known ore bodies been completed. I have 
allowed for another $20 million, largely for roads and utility plant. 


I have also charged mining with some $6 million of expenditures to date on 
resource administration and made provision for another $15 million in 
future administrative expenditures. These sums are probably too low, being 
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based on an allocated share of departmental operating expenses. No 
allowance has been made for any expenditures made by the Geological 
Survey, for example. 


When these figures are all added up, as they are in Table 1, the total costs 
add up to $1,642 million, for which ultimate benefits of $2,500 million will 
be obtained. The difference between the two totals reflects the net gain to 
society resulting from the development of the mineral industry in the 
North; most of it is, of course, just a return on the capital invested in the 
public and private sectors, since most of the expenditures are incurred prior 
to the corresponding benefits being earned. It is at least reassuring, however, 
to note that the whole effort has been worthwhile, and that the ‘‘vision”’ is 
not just a mirage. 


Table | also breaks the total down between private sector costs and benefits 
and those incurred in the public sector, and shows not only the ultimate 
realization but the results obtained to date. 


Examining total costs and benefits, it is to be noted that the ultimate total 
benefit-cost ratio resulting from mining will be 1.5, that in the private 
sector 1.5, and that in the public sector 1.3. This is an indication, I think, 
that the public expenditures in the area may ultimately prove to have been 
as well justified as those made in the private sector, or nearly so. It is, 
however, when we look at benefits realized and costs incurred to date that 
a sharp difference appears. The overall realized benefit-cost ratio is only 
0.9 to date — most of the justification of the investment to date lies in the 
future. The mining industry, however, appears to have broken about even, 
with a realized benefit-cost ratio of 1.0. (This is somewhat misleading as it 
reflects the combination of early gold mining investments, which have long 
since returned handsome profits to some investors, with more recent invest- 
ments which have still a long way to go). 


It is the government, however, which appears as the real gambler or 
supplier of venture capital While it appears that the investment will 
ultimately prove to be a wise one, the realized return to date only provides 
a benefit-cost ratio of 0.1. We shall have more to say about this later. 


4. Benefits and Costs — Petroleum Operations 


We are fortunate, in the case of petroleum, in having a somewhat better 
statistical base with which to work, thanks to the efforts of the Canadian 
Petroleum Association which has been keeping track of industry expendi- 
tures since the early 1950’s, instead of waiting for the Dominion Bureau 
of Statistics to move. Total production to the end of 1966 was (to the 
nearest $10 million) worth $10 million All of this came from a single oil 
field, at Norman Wells. the discovery of which antedates the recent excite- 
ment by several decades There is also a gas field, more recently discovered, 
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which will not produce for some time to come. Future production from 
the two fields should be worth $30 million. 


In the case of oil, the government has been somewhat more astute in 
extracting its share of benefits at an early stage. In fact, total government 
revenues from northern oil, mostly in the form of bonus bids for leases, 
have come to $30 million, or some $20 million more than the value of the 
oil produced to date, while its share of future production from existing 
fields will account for another $10 million. The major item of value to the 
industry which has resulted from the expanded search in the past few years 
is geological information. We have assessed this at its costs of $150 million, 
which may prove to be conservative. 


Against these largely intangible benefits must be set the costs incurred. As 
noted, total exploration and development expenditures to date are some 
$150 million. There will be additional expenditures of some $10 million or 
so required to develop the gas field. Operating expenses to date have per- 
haps amounted to $5 million, with another $5 million required for future 
operation of the fields. 


So much for the industry’s costs. By way of infrastructure investment, we 
have charged oil and gas with half the road bill, or some $46 million, $10 
million in airports and $5 million in required future expenditures. Adminis- 
tration of oil resources has been charged at $6 million incurred, with another 
$10 million to be incurred in the future. 


The figures are summarized in Table 2. Total benefits apparent to date are 
some $190 million, while total costs are some $247 million. In sum, the 
exploration efforts of recent years have yet to produce the discoveries 
which will provide their ultimate justification and warrant increasing the 
amount shown as the value of geological knowledge obtained. It is, of course, 
evident that a single major discovery, much smaller than the recent dis- 
covery in Alaska, will radically transform the figures. 


Examination of the sector by sector figures will reveal that the government 
has been, again, a provider of venture capital on a greater scale than the 
industry, though it has been less generous here than in the case of mining. 
These figures do not include proposed expenditures under the Northern 
Mineral Exploration Assistance Program, since they exclude future explora- 
tion expenditures by all parties. This program, however, will involve the 
government in direct exploration expenditures as well as in its traditional 
role as a provider of infrastructure investment. It can be viewed, however, 
as merely an extension of its traditional role of providing venture capital for 
mineral exploration and development in the North. 


5. The Role of Government in the Mineral Economy of the North 


Elsewhere in Canada and particularly in the case of the Prairie Provinces, 
the mineral industries, especially oil, have become major sources of govern- 
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ment revenues. I suggested earlier that this was the role envisaged for these 
industries by the Fathers of Confederation and in the legislation establish- 
ing the Prairie Provinces. I suspect that it is this way of looking at the 
industries which underlies pressures to have the mineral resources of the 
North transferred to Territorial jurisdiction. What can be said for this view? 


In Table 3, | have brought together the benefit and cost figures for the 
mining and petroleum industries. To some extent the allocation of infra- 
structure investment between them was arbitrary in any event, and the 
distinction between a body of geological knowledge useful to the mining 
industry and one useful to the petroleum industry is also artificial, as 
evidenced by the growth of the potash mining industry in Saskatchewan 
and the discovery of the Crest Exploration iron ore deposits along the 
Snake River. Table 3, then, presents the results obtained by the exploration 
and development which have taken place to date. These show, with an 
ultimate benefit-cost ratio of 1.4, that mineral exploration in the North 
represents a profitable use of society’s resources, and one that should be 
continued and expanded. 


They also show, if we compare the benefit-cost ratios accrued to date, be- 
tween the private and public sectors, that the development to date has been 
critically dependent on the willingness of government to provide social 
venture capital, mostly in the form of infrastructure investment, and to 
wait longer for a return on it than is apparently feasible for the private 
sector. The mineral industries have not been net contributors of funds to 
the public treasury, they have instead been major users of public funds. 
The investment of public funds will, if my estimates are correct, ultimately 
prove to have been a profitable one, which will provide a reasonable return 
on the funds invested. But minerals are not a ““money tree”’; or if they are, 
it is a long way from maturity. Continued heavy investment of public funds 
will be necessary if this industry is to develop its potential. These will 
ultimately prove profitable, but anyone who expects government revenues 
from Northern minerals to exceed public investment in mineral develop- 
ment: within the next decade, or more, is a wishful thinker. 


Far from providing a source of instant revenue to the territorial govern- 
ments, the transfer of jurisdiction over minerals and responsibility for 
mineral development would severely strain territorial fiscal capacity. Teri- 
torial governments would be forced either to sacrifice other needed social 
expenditures to mineral development or to reduce mineral-related expendi- 
tures and curb the growth of the industry. Either would be a misfortune. 
Those who look to the example of the Prairie Provinces forget that it is a 
false analogy; the mineral development of significance on the Prairies took 
place after infrastructure had been provided by the development of agricul- 
ture as a leading sector of the prairie economy. The mineral industries them- 
selves constitute the leading sector of the Northern economy and infrastruc- 
ture must be provided concurrently at the expense of the public treasury. 
If it is not, growth in the Northern economy will be abortive. 


There is of course an alternative which is seldom made explicit. This is 
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that the federal government turn over to the territories all of the revenue- 
producing aspect of the mineral industries, but continue to foot the bill for 
the necessary investment of social capital. This does not appeal to me asa 
particularly sound exercise of the federal spending power. | have no objec- 
tion to federal expenditures in the area on a per capita basis equivalent to 
those made elsewhere in the country, or even larger expenditures for 
humanitarian purposes. This, however, would be insufficient, and I can see 
no warrant for greater investment in the region unless it can be justified on 
an ultimate dollars-and-cents basis. It is true that federal expenditures sub- 
stantially in excess of this level are being made without thought of return. 
particularly in depressed areas or regions elsewhere in the country. These, 
however, are long-settled regions which have become casualties of economic 
change, and many of them have claims going back to their‘entry into 
Confederation. Except for the native population, there is no such claim on 
the part of the North, and no case for the continued subsidization of any 
industry in the area and the encouragement of settlement when alternative. 
unsubsidized, employment opportunities exist elsewhere in the country. 


In my view, therefore, trans!cr of mineral resources to the territorial govern- 
ments or to their provincial successors should not take place at least until 
such time us Canadian taxpayers have obtained, or appear likely to obtain 
through their remaining share of tax revenues, a reasonable return on the 
venture capital they have provided and which has made possible the growth 
of the mineral industry in the North, and then. only if the fiscal capacity of 
the regional governments has developed to the point where the continuing 
growth of the industry will not be jeopardized. When this point has been 
reached, the industry will no longer be dependent for its existence on the 
bearing of a share of its costs by non-residents. 


Entirely apart from the question of repayment of the funds advanced for 
development to date, I would have serious. reservations about the early 
transfer of mineral resources to the territorial governments for an entirely 
different reason. A large portion of the existing population of the area is 
directly or indirectly dependent on the industry for its livelihood, and it is 
still relatively small, with few, scattered employers. | would seriously ques- 
tion whether this electorate is sufficiently disinterested to deal with the 
industry on a basis which provides adequate safeguards for the long-run and 
for future generations, or whether it might not be tempted or influenced to 
sacrifice a great deal in return for short-run advantage. In short, [ wonder 
whether the case for withholding the mineral jurisdiction from Northern 
regional governments at the present time is not similar to that which existed 
in 1905 for withholding control over the disposition of agricultural lands 
from the electorate of the Provinces of Alberta and Saskatchewan, in which 
cattle ranchers, their employees and commercial dependents were heavily 
over-represented. There is, of course, no way of showing whether the 
ultimate result would have been better or worse, if the transfer had been 
made, but I feel that the existence of a substantial independent electorate, 
having no short-run interest at stake, is essential for the protection of the 
long-run interest of the community. 
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TABLE | 


BENEFITS & COSTS — MINING EXPLORATION IN THE NORTH 


Industry’s Government's 
A. Benefits Total Share Share 
Production to end 1966 700* 685* 15* 
Future Production — 
Existing Mines 1,700 1,495 205 
Geological Information 100* 100* = 
TOTAL 2,500 2,280 220 
B. Costs (Existing Properties) 
Exploration & Development 
Expenditures 200* 200* = 
Future Development 
Expenditures 140 140 = 
Operating Expenses — 
Historical 590* - §90* = 
Future 545 045 = 
Infrastructure — 
Roads 46* = 46* 
Railways 40* — 40* 
Airports, etc. 10* = 10* 
Utility Plant 30* = 30* 
Required Future 20 = 20 
Administration of Resources 
Historical 6* = 6* 
Future 15 = 15 
TOTAL 1,642 1,475 167 
C. Benefit-Cost Ratios 
(undiscounted) 
On Receipts and Expenditures 800 = 0.9 785 = 15 = 0.1 
todate (*) 922 790 132 
On Total Expenditures 2500 = 1.5 2280 = 1.5 220 = 1.3 
1642 1475 167 
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TABLE 2 


Benefits and Costs — Petroleum Exploration in the North 


Industry’s Government's 
A. Benefits Total Share Share 
Production to end 1966 10* | (20)* 30* 
Future Production — 
Existing Fields 30 20 10 
Geological Information 150* 150* = 
TOTAL 190 150 40 
B. Costs 
Exploration & Development 
Expenditures 150* 150* = 
Future Development 
Expenditures 10 10 = 
Operating Expense — 
Historical 5* 5* _- 
Future 5 5 — 
Infrastructure Investment 
Roads 46* = 46* 
Airports, etc. 10* — 10* 
Required future 3) = 5 
Administration of Resources 
Historical 6* = 6* 
Future 10 = 10 
TOTAL 247 170 77 
C. Benefit-Cost Ratios 
On Receipts and Expenditures _160 = 0.7 130= 0.8 30 = 0.5 
todate (*) 217 155 62 
On Total Expenditures 190 = 0.8 150 = 0.9 40 = 0.5 
— 247 170 17 
TABLE 3 
Summary of Benefits and Costs from Northern Mineral Exploration 
A. Total Accrued T odate Ultimate 
Benefits | 960 2690 
Costs 1139 1869 
Benefit/Cost Ratio 0.8 1.4 
B. Private Sector 
Benefits 915 | 2430 
Costs 944 1645 
Benefit/Cost Ratio 
C. Public Sector 
Benefits 45 260 
Costs 194 244 
Benefit/Cost Ratio 0.2 1.1 
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APPENDIX | 


Estimated value of Future Output — Existing Mines 


Value ($ Million) 


Mines Reserves(OOOT) Value/Ton($) (Metal Content) 
Yukon Consolidated (Gold) — _ _ 
Discovery Mines Ltd. (Laforma) — = _ 
United Keno Hill ~ _ — 
Yukon Coal Co. . = = _ 
Cassiar Asbestos ) 14,000 14.25 200 

) 9,000 12.40 112 
New Imperial ) 3,452 15.00 | 52 
) | 1,910 10.00 19 
Mount Nansen . 178 55.00 10 
Peso Silver 110 30.00 3 
Arctic M. & E. = am ~ 
Anvil 50,000 24.00 1,200 
Kerr Addison (Vangorda) 9,000 19.00 171 
Echo Bay N.R. ~ NLR.) 
Con-Rycon- Vol N.R. N.R._ ) 
Giant Yellowknife N.R. N.R. ) 150 
Tundra N.R. N.R.  ) 
Discovery N.R. N.R. ) 
Pine Point 32,700 28.00 900 
Canada Tungsten 920 50.00 50 


TOTAL 2,867 


Adjustment to reduce metal content value to allow 


for smelting and transportation charges X 0.6 

1,720 
Rounded to 1,700 
Sources:— 


Mining in the North (Ottawa, Department of Indian Affairs and Northern 


Development, 1967) 
Canadian Minerals Yearbook 1965 (Ottawa, 1967) 


Industry in 1966 (Ottawa, 1967) 
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APPENDIX I 


Estimated Operating Expenses to Recover Future Output — Existing Mines 


Production 
Mines Labour Force 1966 
Yukon Cons. 88 
Discovery (Laforma) 38 
United Keno Hill 496 
Yukon Coal 8 
Con-Rycon-Vol 218 
Giant Yellowknife 365 
Discovery Yellowknife 122 
Tundra 94 
Pine Point 245 
Echo Bay 14 
Canada Tungsten 87 
1,835 
ESTIMATED LABOUR COST FOR 1966 OUTPUT @ $7,000 .... $13.0 million 
EMPLOYEE BENEFITS ..................c000% 2.5 million 
FUEL & ELECTRICITY (20% of WAGES) ................. 2.6 million 
PROCESS SUPPLIES, etc. (40% of WAGES)................. 5.2 million 
ESTIMATED OUT OF POCKET OPERATING COSTS ......... 23.3 million 
VALUE OF MINERAL OUTPUT (METAL CONTENT BASIS)..... 123 = million 
OPERATING EXPENSE AS % OF OUTPUT VALUE .......... 19% 
ESTIMATED FUTURE OPERATING EXPENSES, 19% of 
METAL CONTENT VALUE $2,867 MILLION..............- $545 million 


Sources:— 


See Appendix I — Calculations ours. 
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APPENDIX II 


Estimates of Future Development Expenditures 


Required on Present Properties 


OCOSSIAy s.s054404 6544484024 480845 245 $ 40 million 
New Imperial ............0. 02 ce eeees 8 million 
Mt. Nansen...........2 0c cc cee cccsee 1 million 
POSO 65.046 54 Gee eee ese doe eee eas a 1 million 
(| oe ee ee ek ae a eae ae 60 million 
VANPOIGs. giicattes cteoe eRe de eee Loe: 20 million 
Pine POME ¢¢.066-%« 64. i46«86 BSR E* SSS wo 10 million 


$140 million 


Source:— 


Author’s estimates. 


APPENDIX IV 


ESTIMATE OF HISTORICAL OPERATING EXPENSES — MINES .. ($000) 
ESTIMATE LABOUR COST EXCLUSIVE OF PINE POINT 


1000 XT 6224.26454 028 saa5nas 11,200 
EMPLOYEE BENEFITS ..............022 ee eee 2,200 
PUBL:® ELECTRICITY jc4008 646. (be s@aed eee se tS weed anc 2,200 
PROCESS SUPPLIBS, €0Ci cc. 3 65 ce ee doe HS e O6ced ed Coed ew 4,500 
ESTIMATED 1966 COSTS EXCLUDING PINE POINT... 20,100 
1966 VALUE (METAL CONTENT BASIS)................... $123 million 
of which Lead/Zinc N.W.T. (Pine Point) ...................... 89 million 


$ 34 million 
OPERATING EXPENSES AS % OF VALUE, EXCLUDING 


Pine Point ................. 59.0% 


($million) 
CUMULATIVE PRODUCTION VALUE (METAL CONTENT BASIS). §$ 1,000 


ESTIMATED OPERATING EXPENSE ..............0...000.. $ 590 
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APPENDIX V 


Estimated Income Tax on Future Output — Mines 


($million) 

VALUE OF OUTPUT (APPENDIX I)... 2... .... cc cee ee ee ee eee 1,700 
DEDUCT:— 

FUTURE OPERATING EXPENSES (APPENDIX Il)........ 045 

FUTURE DEVELOPMENT EXPENDITURES ............ 140 

PREVIOUS EXPENDITURES NOT W/O................ 100 

TAX FREE PERIOD OUTPUT ................22208. 300 

1,085 

NEE. ak 6g ae eee eS Scheele Oe ew Oa te we ees oes 615 

DEPLETION | 66:4. 6-06-4-2'S56 Sew SSCS AS SALES Eas 205 

TAXABGE sooo 6665S VENER ee 62 eae ee ees 410 

i: >. Cae eer ae ee a ae a ee eee ee ee ee a er ee ee 205 


nye 


APPENDIX VI 


Estimated Infrastructure Investment 


A. RAILWAYS — 
Pine Point Railway $ 80 million 
(Less portion being recovered through transport 
charges deducted from net benefits) ------------+----:- 40 million 
$ 40 million 
B. ROADS — 
Highways, R.D. Roads; A.D. Roads ($ millions) 
1964 1.6 plus 1.7 3.3 
1965 2.7 plus 1.5 4.2 
1966 3.0 plus 4.0 7.0 
1963 (Roads to Res.) 8.0 
1962 (Roads to Res.) 10.0 
1961 (est.) 10.0 
1960 (est.) 10.0 
1959 (est.) 8.0 
1958 (est.) 15.0 
1957 (est.) 10.0 
1956 (est.) 5.0 
1955 (est.) 7.0 
1954 (est.) 6.0 
1950—53 1.0 
1948—51 8.0 
$92.5 
Of which Mining — 50%. .. 2... 2... ee ee eee ee eee eee $46 million 


(Estimates Based on Mileage from DNANR Report 1964—65 p.69) 


1964—66 based on Mining in the North (1967) 


Plus Access Roads— 1965 ........... 22 e cee eee ee ee eee 0.5 
N9GG. Soc. okie eps ba wee ws eco wee ae eet 0.3 

0.8 

C. Airports and Airstrips . <..0s ...06 52 ss se es ee $10.0 
DAUGty Plant: 2 ocd os ee 4 ae pee SO Sas Rae SBS ee 30.0 


FUTURE REQUIREMENTS TO DEVELOP EXISTING PROPERTIES. . $20 million 


53. 


54, 
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